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CONFIDENTIAL STATE 127906 

E.O. 11652: GDS 

TAGS: MASS, BEXP, BBAK, AU 

SUBJECT: SALES PROSPECTS FOR NORTHROP F-5ES TO AUSTRIA 

REF; VIENNA 4321 

1 . EMBASSY SHOULD BE AWARE THAT AUSTRIAN GOVERNMENT PURCHASE 
OF THE F-5E WOULD CONSTITUTE A SALE OF MAJOR DEFENSE EQUIP- 
MENT IN EXCESS OF 25 MILLION DOLLARS AND ACCORDINGLY WOULD 
HAVE TO BE MADE THROUGH FMS PROCEDURES. 

2. EMBASSY WILL RECALL THAT USG PREVIOUSLY APPROVED THE 
SALE OF F-5E AIRCRAFT TO AUSTRIA AND ISSUED A LETTER OF 
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OFFER (LOA) FOR THE PURCHASE OF 24 OF THE AIRCRAFT. LOA 
EXPIRED WHEN AUSTRIA DECIDED TO DELAY ITS NEW FIGHTER PUR 
CHASE. UNDER THE CIRCUMSTANCES, EMBASSY MAY CONTINUE TO 
ASSIST NORTHROP THROUGH MEASURES SUCH AS ARRANGING MEETINGS 
WITH GOA OFFICIALS. 

3. WE ASSUME AN EMBASSY OFFICER WILL ACCOMPANY GATES ON 
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CALLS ON DEFENSE, TRADE AND FINANCE MINISTERS. EMBOFF 
SHOULD MAKE CLEAR TO AUSTRIANS THAT HE IS PERFORMING ROUTINE 

FUNCTIONOF FACILIT ATIVE ASSISTANCE TO MAJOR AMERICAN 
FIRM. SHOULD SUBJECT OF POSSIBLE OFFSET ARISE, EMBOFF 
IS INSTRUCTED TO MAKE CLEAR THAT ANY OFFSET ARRANGEMENT 
WOULD HAVE TO BE AN ARRANGEMENT BETWEEN AUSTRIA AND 
NORTHROP AND THAT IT WOULD NOT BE REALISTIC TO EXPECT 
ANY USG INVOLVEMENT OR GUARANTEE. 

4. FYI; NORTHROP VP GATES AND WASHINGTON REPS WALKER 
AND SABATIER RAISED SUBJECT OF OFFSET IN INFORMAL DIS- 
CUSSIONS RECENTLY WITH DEPARTMENT (EUR/CE AND PM) OFFICERS 
WHO EMPHASIZED THE GREAT DIFFICULTIES EXPERIENCED IN IM- 
PLEMENTING THE US-SWISS OFFSET ARRANGEMENT (OF WHICH NOR- 
THROP WELL AWARE) AND POLITICAL PROBLEMS THIS HAS CREATED 
FOR SWISS GOVERNMENT DOMESTICALLY AND US-SWISS BILATERAL 
RELATIONS NOTWITHSTANDING FACT THAT TECHNICALLY IT IS A 
’BEST EFFORTS" ARRANGEMENT AND DOES NOT "GUARANTEE" A 
SPECIFIED OFFSET. MAJOR PROBLEMS ARE LACK OF COMPETITIVE- 
NESS OF SWISS PRODUCTS, SWISS DIFFICULTIES IN MASTERING 

USG PROCUREMENT PROCEDURES, RELUCTANCE OF MAJOR SWISS 
FIRMS TO UTILIZE THE OFFSET ARRANGEMENT, AND INABILITY OF 
THE PRIME CONTRACTOR, WORKING WITH THE SWISS, TO ACHIEVE 
SIGNIFICANT OFFSETS. DEPARTMENT OFFICERS EXPRESSED 
STRONG DOUBTS THAT AUSTRIA, WITH ITS LIMITED POTENTIAL FOR 
INCREASING EXPORTS TO THE US MARKET, WOULD EVEN BE ABLE 
TO MATCH THE SWISS OFFSET RECORD. END FYI 
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5. AUSTRIAN EMBASSY WASHINGTON HAS NOT RAISED SUBJECT 
WITH EITHER STATE OR DOD. 

VANCE 
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